This paper addresses the evolving relationship between accounting and budgeting in the public sector. At the lowest stage, accounting has no influence over budgeting, it then tracks the flow of budgetary resources, and furthermore compares actual with expected performance, dutifully following budget rules all the time. But the nature of the relationship changes when accrual accounting acquires the confidence to challenge budgeting rules, necessitating an explanation of their differences, and possibly ending up converting budgeting to the accrual basis as well. This has happened only in a few countries so far. Whether the "servant" will become the "master" globally remains to be seen.
Introduction
The annual budget and financial reports are a government's main media for communicating fiscal information to the public. In many, if not most, countries, the budget is the primary one, with financial reports playing the second fiddle.
Perhaps this is as it should be, because the government budget is a powerful tool for allocating scarce resources to competing priorities, serving as a basis for raising revenues and borrowing to finance deficits, if any. Financial reporting is inherently ex post; by the time financial statements are released, the information is "old news". Expenditure budgets distribute government benefits and build the legal basis for taxation, thus directly affecting the welfare and economic well-being of the public. Accounting produces numbers, and even the most sophisticated financial reports could have only indirect effects on the public. Therefore budgets Governmental accounting and budgeting have a complicated relationship because they share some similarities but differ in some significant ways: both produce financial information; both are a kind of fiscal language, but budgeting and (financial) accounting might differ in locus, time perspective, their conceptual model, their recording system, and measurement method (Chan, 2008: Exhibit 2) . This paper offers a synthetic overview by finding a pattern in the individual experiences of different countries over the past few decades. Using examples from several countries, this paper describes the evolving relationship between accounting and budgeting. The aim of this paper is not to identify the drivers and influencing factors for this development. While there are too few data points to predict a trend of moving from stage 1 to stage 5 -hence the question mark in the title of the paper -the possibility already exists, and we invite the reader to contemplate about the role reversal between these two basic public financial functions.
Stage 1: Budgeting Not Influenced by Accounting
At this stage, historical accounting information hardly has any influence on budgeting. Budgeting is looking forward by nature and does not have to be encumbered by the past. Such an arrangement could take place in several ways:
(1) Financial reports derived from accounting data are about the past. Since budgeting is inherently forward-looking, it does not necessarily have to consider the past, which after all cannot be changed. (2) Budgetary decisions are easier without the burden of the legacy of past commitments. For example, some American state and local governments made promises to employees for their retirement pension and other post-employment benefits (OPEB) such as health care without considering their costs (see, for example, Malanga, 2012) . (3) Financial information from the accounting system could come too late for budget decision making. When the budget for year (t+1) is prepared in year t, year t is still in progress and financial statements for year (t-1) may not be available if the books were closed or audit finished late and budgets are submitted early. (4) Finally, it is possible that a government's accounting system is in such poor shape that its information outputs are not credible or useful in budget decision making. To sum up, budgeting and accounting are independent from each other. Budgeting takes the leading role within the financial framework and accounting merely keeps track of past transactions. Chan and Zhang, 2012) The examples clearly show that accounting underlies the budgetary concepts and aims to keep track of what has been determined in the budget. These simplified budgetary accounting reports are extracted from real-life examples in typical American government accounting textbooks (such as Wilson, Reck and Kattelus, 2009) . Revenue is budgeted on a cash basis, and the "use" of appropriations includes cash payments and pre-emptive deductions for contractual obligations to strengthen budgetary control. This kind of budgetary accounting is practiced at very micro-levels: a subsidiary ledger for each revenue source or for each appropriation to a department, program or line-item.
While stage 2 may suffice for internal budgetary control within a fiscal year, this information is typically available only to managers. The public may be more interested in more aggregated and evaluative information on an annual basis, which is provided at the next stage.
Stage 3: Financial Reporting Complements Budgeting
At the third stage, the emphasis is on financial reporting of information from the accounting system for retrospective evaluation and accountability purposes, as is done in the Federal Government in Germany (see the schematic presentation in Figure 3 ). There, government accounting is characterized by cameral budgeting and accounting, i.e. a single-entry cash budgeting and book-keeping system. Each budget item, whether cash outflow or inflow, will be accounted for as a single journal entry in the budget system. As soon as either cash is received as budgeted or a cash outflow is performed as budgeted, another single entry will be made to the appropriate account (Bundesministerium der Finanzen, 2008; v. Wysocki, 1965: 18 et seq.) . The logic of this system is that the "administrative power" faithfully executes the will of the "political power" as expressed by the budget.
Titel und Funktion
Account and function The law codifying the regulations for governmental accounting and budgeting in Germany is the so-called "Haushaltsrecht". This term refers only to governmental budgeting (Haushalt) but not to accounting, indicative of the superior role of the budget.
A similar approach is used in International Public Sector Accounting Standards (IPSAS), which require budget to actual comparisons. According to IPSAS 24 an entity shall present a comparison of the budget amounts, for which it is held publicly accountable, and actual amounts (Figure 4 ). This information is presented either as a separate additional financial statement or as additional budget columns in the financial statements currently presented in accordance with IPSASs (only where the financial statements and the budget are prepared on a comparable basis). Budget to actual comparisons are required by IPSAS 24 for the whole of government level, and are part of the general purpose financial statements. Its main purpose is to show the "variances" between actual financial performance and expected performance per the budget, as amended. Figure 4 is noteworthy in several ways: (1) The actual to budget comparisons are based on the budgetary basis, cash basis in this case. (2) Debt proceeds are grouped together with revenues. (At stage 3, accounting does not object to this dubious budget practice.) (3) There are only the flow measures of revenues and expenditures; there is no information about beginning and ending balances of either receivables or payables. The last point highlights the differences between cash basis commonly used in budgeting and accrual basis recommended for financial accounting and reporting. (4) Both the original and final budgets are included, so that it is possible to see budget adjustments in response to unanticipated circumstances during the year. The final budget is the benchmark against which actual performance is compared. (5) Whether a variance is favorable or unfavorable depends on how tight the "standards" are. "Standards" -revenue projections (budgeted receipts) and appropriations (budgeted payments) -therefore have behavioral implications, and are subject to manipulation. 
Stage 4: Accrual Accounting Critiques Budgeting
At stage 4, accrual accounting begins to criticize certain cash budget concepts and methods, which cannot provide a full picture of the financial situation of a governmental entity (Ball, 2011: 36) . For example, a cash budget does not show future costs, such as future payments for employee retirement benefits. This has led to (1) two markedly different ways of presenting a government's finances, (2) the need to "reconcile" or explain the different amounts of deficit (or surplus) as measured by the cash basis and accrual basis. These are briefly described below. Because of the different conceptual structures and measurement rules, budgetary accounting and financial accounting present the government's financial performance and financial position through two different sets of numbers. Figure  5 gives a sense of the similarities and differences between the key budget accounting and financial accounting numbers for the United States Government in FY 2010.
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Financial Performance for the Year: Government, Fiscal Year 2010, Analytical Perspectives, Technical Budget Analysis, 31 Budget and Financial Reporting, Table 31-1, p. 476.) The power of accrual accounting is revealed by the size of discrepancy between cash deficit and accrual deficit. As Figure 6 shows, the U.S. Government's accrual deficit was usually (except FY 2009) greater than the cash deficit, and the size of discrepancy could be quite large. In FY 2001, the use of accrual method turned a cash surplus of $127 billion into a $515 billion deficit. In FY 2010, the accrual deficit was $787 billion more than cash deficit; $503 billion of the difference was due to the deferred payments to veterans and to civilian and military employees. The only exception was in FY 2009, when, during the financial crisis, the U.S. Government reportedly paid $1,244 billion cash for financial assets and ownership stakes in financial institutions and business firms in order to save them from demise. Since these cash payments resulted in more assets under the accrual basis (but expenditures under the cash basis), this accounting treatment significantly contributed to the excess of cash deficit over accrual deficit by $163 billion (Chan and Xu, 2012: 71) . These differences are explained or "reconciled" in the annual consolidated financial reports of the U.S. Government.
Actual Accrual Deficit vs. Actual Cash Deficit, U.S. Government
Amounts in billions of U.S. Dollars Chan and Xu, 2012: 71) Accrual accounting could also shed light on the illusion of a balanced budget. As the City of Chicago example in Figure 7 shows, the city's General Fund supposedly had a balanced budget using measurement methods apparently allowed by law ("budgetary basis"). However, when judged by accrual accounting rules required by generally accepted accounting principles (GAAP), a deficit of $232 million (or approximately 7 % of total expenditures) appeared. Most of the discrepancy is due to the overstatement of revenues, including counting $164 million of debt proceeds as revenue. The budgetary reconciliation illustrated in Figure 7 is part of required supplementary disclosures in the United States for state and local governments (GASB, 2009: 329) . In jurisdictions, such as the United States, where accounting standards boards are not allowed to set budgeting standards, the most accounting can do is to show a reconciliation as a sign of objection. In a few countries, however, accounting concepts have begun to influence budgeting.
Reconciling the accounting and budgetary basis
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Stage 5: Accrual Accounting Concepts Influence Budgeting Finally, at stage 5, governmental budgeting is, as Pendlebury and Jones (1985) put it, "ex ante financial accounting": accrual financial accounting principles affect the budget framework. Instead of only projected revenues and appropriations, the accrual-based budget would consist of a full suite of forecasted financial statements. As such the budget would project levels of assets and liabilities by the end of the budget year, in addition to the future flows during the budget year. That makes it possible to directly compare budgeted and actual amounts for both financial position and performance. According to Khan and Mayes (2009: 8) , accrual budgets would include projected depreciations for fixed assets and projected appropriations to pension entitlements, and therefore have a wider and a more long-term scope than cash budgets. The aim of such a budget is to show the full cost of government activities.
Not all governments favor accrual budgeting. Only four countries practice full accrual budgeting, namely Australia, New Zealand, Switzerland and the U.K. (Bergmann, 2012) . After studying the experiences of Australia and New Zealand, the U.S. Government chose not to follow their examples (U.S. General Accounting Office, 2000: 7 et seq.).
Summary and conclusions
This paper has analyzed and illustrated the evolving relationship between accounting and budgeting in government. Whereas at stages 1 to 3, accounting follows budgeting not only chronologically but also conceptually, the role is reversed -at least conceptually -at stages 4 and 5, as detailed in the following summary ( Figure 9 ). We have identified five stages of relationship between government accounting and budgeting in terms of logical progression and increasing sophistication. At each level accounting adds value to budgeting. Over time, accounting has gained in importance and influence over budgeting. Stage 5 is the epitome of this development, where budgeting now focuses on both stocks and flows as accrual accounting does. However, on account of its control by politicians and its role as a policy instrument, budgeting will remain as the "master" in directing public resources, with accounting playing an advisory role at best (next to its supervisory function).
Further Research
In view of the limitations of this paper, we see several lines of further research to answer the following questions: (a) What are the "drivers" or influencing factors for propelling a government from one stage to another? Where and when does the reform process stop in a particular country? (b) How many governments are at each of the five stages and what are their political, economic and institutional characteristics? (c) Why have governments of English-speaking democracies and advanced economies led government accounting and budgeting reforms in the last four decades? (d) Despite their similarities as democracies, why have some English-speaking advanced economies moved ahead of the others, e.g. Australia ahead of the United States (U.S. General Accounting Office, 2000), in adopting accrual concepts in budgeting? And finally (e) What impact does accrual accounting and/or budgeting have on governments' efforts to improve fiscal sustainability?
